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business), of another carrier not directly or in-
directly controlling or controlled by, or under
direct or indirect common control with such
carrier, or (4) any carrier to which clause (2) or
clause (3) of this subsection would be applicable

therein,
clauses (2), (3), and (4) of this subsection.



SEC. 381. [47 US.C. 251] INTERCONNECTION.
() GENERAL DUTY OF TELECOMMUNICATIONS CARRIERS.—Each
teleeomn(:i:)mcahmmhuthoduty— the “
tnmwdinalyumdinedywith facilities
and equipment of Mnnmaﬁmcamm,md
(2 nottommll features, functions, or capabili-
ties that do not comply with the guidelines and standards es-
tablished pursuant to section 2585 or 256.

local o arncihgthcfolln::mgdutxs.m‘lww
— duty to prohibit, im
or discrimi mdiﬁmorlhniuﬁomm
the resale of its telecommunications services.

(2) NUMBER PORTABILITY.—The to , to the ex-
requi : M‘mm . ’
requirements

(3)Dmmvm.—3bdmm ide dialing parity to

servics and tele-

com providers of telephone

”ﬁm,mumum.nmmuw

- have nondiscriminatory access to telephone numbers, operator
services, directory assistance, and directory listing, with no un-
msonbl dialing delays.

(4) AcCEss TO ncms-or-wn —The duty to afford access
to the poles, ducts, conduits, and nght.-of-nyd‘tuchenmer
to competing providers of telecommunications services on rates,
mms.mdcondiﬁmthntmmtwithmm
. (5) RECIPROCAL COMPENSATION.—The duty to establish re-
ciprocal com dmmufwthcmmndm-
minsation of telecommunications.
(c)mrgquwnmmmmcmm



The requesting telecommunications carrier also has the duty to

negotiate in good faith the terms and conditions of such agree-
ments.

. (2) INTERCONNECTION.—The duty to provide, for the facili-

ties and equipment of n& requiu:l;.nf telecommunicsations car-

rieri‘ interconnection with the exchange carrier's net-
work—

(A) for the transmission and routing of telephone ex-

service and exchange access;
) ) at any technically feasible point within the car-
mf?cn)':m at least equal in quali tha ded
is in ity to that i
byt}nloalcnhnpmtoiudfortomymmu
gﬂuze,ornyothcpnnytovhichtheurrierpmvidu
interconnection; and



rier may provide for virtual colloeation if the local
zmonn.ﬂm to the State commission that physical eo).
locatxon is not practical for technical reasons or because of
limitations.
) IMPLEMENTATION .~
(1) IN GENERAL.—Within 6 months after the date of enact.
ment of the Telecommunications Act of 1996, the Commission
shall compiete all actions necessary to establish regulations to
implement the requirements of this section.
(2) ACCESS STANDARDS.—In determining what network ele-
ments should be made available for purposes of subsection
(cX3), the Commission shall consider, at a minimum, wheth.

el
(A)wwsu:hnmot:orkdemenuumpmpmuq

necessary;
(B)thcflﬂuntopmd:wtomchutworkele-
ments would impair the ability of the telecommunications
amﬁcruahngamtopmdcthemthnnmh
to offer
(3) Pﬁ:nvnnon OF STATE ACCESS xscuuno:ehse ~In pre-
scribing enforcing regulations to implement require-
ments of this section, the Commission shall not preciude the
- enforcement of any regulation, order, or policy of a State com-
mission that—
: (A)uuhlilhnmmdmwmanobhpnm
of local exchange carriers
G)umnmtwiththcnqmmuofthnmn

(C) does not substantially prevent implementation of
the requirements of this section and the purposes of this

(e) lv]mmmc ADMINISTRATION.—

(1) COMMISSION AUTHORITY AND JURISDICTION.—The Com-
mission shall create or designate one or more impartial entities
to administer telecommunications n and to make
such numbers available onan-qumblebans. Commission
shall have exclusive j those portions of the
gg:: Nothing 'Nthis ph ntg::l ndude”thtehm

. in P

sion from m::mmmom or other entities all

or any portion of

mrindu:hon.

(2) Costs.—The cost of establishing telecommunications
numbering edministration arrangements and number port-
luhtylhnnbehombylnuhammumahomamenona
mymmuwwmmmwm
n SUSPENSIONS, AND MODIFICATIONS.—

(1) _Ezmrrxon POR CERTAIN RURAL TELEPHONE COMPA-
(A) ExxnrTioN.—Subsection (¢) of this section shall

pany has recsived a bona formm'ennnecnun.
m,ornmkm and (ii) the State commis-
sion determines (under . (B)) that such re-



nically feasible, and is consistent with section 254 (other
than subsections (bX7) and (¢X1XD) thereof).

(B) STATE TERMINATION OF mon AND IMPLEMEN-
TATION SCHEDULE.—~The party making a bona fide request
of a rural telephone company for interconnection, services,
"or network eiements submit a notice of its request to
the State commission. The State commission shall conduct
an inquiry for the purpose of determining whether to ter-
minate the exemption under subparagraph (A). Within 120
days after the State commission receives notice of the re-

termination of the exemption, a State commission shall es-

tablish an implementation schedule for compliance with

the request that is consistent in time and manner with
ission regulations.

Act of 1996. :
(2) SUSPENSIONS AND MODIFICATIONS FOR RURAL CAR-

cilities specified in such petition. State commission shall

grant such petition to the extent that, and for such duration

as, the State commission determines that such suspension or
jificati

(A) is necessary—
(i) to avoid a significant adverse economic impact
onu(sgsof_teleeommnniatimmm&r:ny:
'(ii) to swaid imposing a requirement that is un-
(iii) to : 'dyimponng aqu that is tech-
avoi ing a requirement is
nically infeasible; and
(B) is consistent with the public interest, convenience,



ment of the Telecommunications Act of 1996, each local exchange

carrier, t.othee:temthntxtpmduwuelmesemm shall pro-
vide ccha.nge access, information access, and exchange services for
such access to interexchange carriers and information service pro-
viders in accordance with the same equal access and nondiscrim-
inatory interconnection restrictions and obligations (including re-
ceipt of compensation) that apply to such carrier on the date imme-
diately prece the date of enactment of the Telecommunications
Act of 1996 r any court order, consent decree, or regulation,
order, orpohcyoftheCommuwn.unﬁlm:hmtncuomandobh-

tions are by regulations prescribed by the
ﬁ‘r‘m daucfmt.Dumgthcpmodbcm
mmmchdnudmmtandmﬁl such restrictions and ob-
ligations are so su such restrictions and obligations shall
heenfomablem same manner as regulations of the Commis-

(h) DEFINTTION OF INCUMBENT LOCAL EXCHANGE CARRIFR —
(1) DEFINITION.—For purposes of this section, the term “in-
cumbcm local exchange carrier” means, with respect to an

area, the local carrier that—
(A) on the date of enactment of the Telecommuni-
cations Act of 1996, provided telephone exchange service in

area; and
(B)(i)onmchdauofmt,mdemdtobea

cdnm carrier association pursusnt to
'ucuon 696010)) Commisgion’s regulations (47
cj%)“ mmub».“ entity that, after such date of
. (i) is a or on or te
ensctment, became 8 successor or assign of a member de-

scribed in clause (i).
(2) TREATMENT OF COMPARABLE CARRIERS AS INCUM-
BENTS.~The mybymlo.pnvidoforthetrut-

. Commission
mmafaloel.lmhlmamer (or class or category thereof)
mmmbentloalu:hnmmforpum«of:hum-
(A) such carrier occupies.a on in the market for
telephone exchange service an area that is com-
panhletotheponhonoeaxpudbyamducnbedm

ph (1)
gluchmhs i an incum-
mhnﬂam;wy d-:ribodmw (1); and
(C)mchttum-ntueonmhntwi the public inter-
est, convenience, and necessity and the purposes of this

section.

(i) SAvINGS PROVISION.—Nothing in this section shall be con-
strued to limit or otherwise affect the Commission's authority
m«mzo:.
nc.s:.wn.l.c.mm FOR NEGOTIATION, ARBITRA-

TION, AND APPROVAL OF AGREEMENTS.

()(I)Voum-rm A —UN ving &

mmnm pon a
e receiving m\:eg
section 251, mmmbcntloulcchnnmwmu
andmumahmdjngwtwththcmuh-



communications carrier or carriers without regard to the
standards set forth in subsections (b) and (c) of section 251.
The agreement shall include a detailed schedule of itemized
charges for interconnection and each service or network ele-
ment included in the agreement. The agreement, including any
interconnection agreement negotiated before the date of enact-
ment of the Telecommunications Act of 1996, shall be submit-
ted to the State commission under subsection (e) of this sec-
tion.

(2) MEDIATION.—Any party negotiating an agreement
under this section may, at any point in the negotiation, ask a
State commission to participate in the negotiation and to medi-
ate any differences arising in the course of the negotiation.

(b) AGREEMENTS ARRIVED AT THROUGH COMPULSORY ARBITRA-

TION.— :

: (1) ARBITRATION.—During the period from the 135th to the
160th day (inclusive) after the date on which an incumbent
local exchange carrier receives a request for negotiation under
this section, the carrier or any other to the negotiation
may petition a State commission to arbitrate any open issues.

ORI o o s .

party that s commission under

paragraph (1) shall, at the same time as it submits the pe-
tition, provide the State commission all relevant docu-
mentation concerning—

gg)tg; ' l"g{.uch ::f the parti th

i position parties with respect
to those issues; and

(iii) any other issue discussed and resoived by the
parties.

(B) % (g’xty uo?.ng a Stn;eth:ommiuion gnder
paragrap provide a copy o petition and any
documentation to the other party or parties not later than
g:e day on which the State commission receives the peti-

on. . »
(3) OPPORTUNITY TO RESPOND.—A non-petitioning party to
a negotiation under this section may respond to the other par-
ty’s petition and provide such additional information as it
;un%gsthhinzs days after the State commission receives the
on. .
(4) ACTION BY STATE COMMISSION.—
of (A) g:;ﬁs:.:- wmmumnd issi mph ( {im(x:nx;s consideration
any on under paragra ) any response
thc!m)wthemuumfonhinthepcﬁﬁonzndinthe
, if any, filed under paragraph (3).

(B) The- State commission may require the petitioning
party and the responding party to provide informa-
tion as may be necessary for the State commission to reach
a decision on the unresoived issues. If any party refuses or
fails unreasonably to respond on a timely basis to any rea-
sonable request from the State commission, then the State
commission may procsed on the basis of the best informa-

; tion available to it from whatever source derived



nh(C) ’gx: State enmmud'th;on shall m:;lve ucnb' issue set

forth in petition response, if any, by imposing

appropriate conditions as required to implement sub-
section (c) upon the parties to the agreement, and shall
conclude the resolution of any unresolved issues not later
than 9 months after the date on which the local exchange
carrier received the request under this section.

(5) REFUSAL TO NEGOTIATE.—The refusal of any other
party to the negotiation to participate further in the negotia-
tions, to cooperate with the State commission in carrying out
its function as an arbitrator, or to continue to negotiate in good
faith in the presence, or with the assistance, of the State com-
un'uionshl.lfbeeomidcndaﬁﬂmw iate in good faith.
(¢) STANDARDS FOR ARBITRATION.—In ing by arbitration

under subsection (b) any open issues and ippgdns:lnﬁiuons upon

work elements according to subsection (d); and

(3) provide a schedule for implementation of the terms and
- conditions by the partiss to the agreement.

(d) PrICING j— .

(1) INTERCONNECTION AND NETWORK ELEMENT CHARGES.—
Determinations by a State commission of the just and reason-
able rate for the interconnection of facilities and equipment for
purposes of subsection (cX2) of section 251, and just and
reasonable rate for network elements for purposes of sub-
section (cX3) of such section— '

(A) shall be—

(i) based on the cost (determined without ref-
erence to a rate-of-return or other rate-based proceed-
ing) of providing the interconnection or network ele-
m:'g)'mvu. islppliub:knd

i Hiscrim: )

(B) may include a reasonable profit.
(2) CHARGES FOR TRANSPORT AND TERMINATION OF TRAF-

FIC.—
(A) IN GENERAL —For the purposes of compliance b
an incumbent local exchange carrier with section 251(b)(5)}:
a State commission shall not consider the terms and condi-
tions for reciprocal compensation to be just and reasonable

costs on the basis of a reasonable approximation of the
(B).R'm.l:s o o This shall
. OF CONSTRUCTION.—This paragrs
; not be construed— ph



(i) to preciude arrangements that afford the mu-
tual recovery of costs through the offsetting of recip-
rocal obligations, including arrangements that waive
mutual recovery (such as bill-and-keep arrangements);

r

(ii) to authorize the Commission or any State com-
mission to engage in any rate regulation proceeding to
establish with particularity the additional costs of
transporting or terminating calls, or to require car.
riers to maintain records with respect to the addi-
tional costs of such calls.

(3) WHOLESALE PRICES FOR TELECOMMUNICATIONS SERV-
ICES.—For the purposes of section 251(cX4), a State commis-
sion shall determine wholesale rates on the basis of retail rates
charged to subscribers for the telecommunications service re-
quested, excluding the portion thereof attributable to any mar-
keting, billing, collection, and other costs that will be avoided
by the local exchange carrier.

(e) APPROVAL BY STATE COMMISSION —

(1) APPROVAL REQUIRED.—Any intercomnection agreement
adopted by tiation or arbitration shall be submitted for ap-
proval to the nuwm:;‘ifdon.ASnumgiuiontht:which
an agreement is submi shall approve or reject agree-
ment, with written findings as to m%h?ﬁdcndu.

(2) GROUNDS FOR REJECTION.— State commisgion may
only reject— : .

o (A) an agreement (or any ion thereof) adopted by
negotiation under subsection (a) if it finds that—

(i) the agresement (or portion thereof) discrimi-
nates against a telecommunications carrier not a party
to the agreement; or

(ii) the implementation of such agreement or por-
tion is not consistent with the public interest, conven-
%B) S (o g thereof) adopted b,

an agreement (or any portion P y

arbitration under subsection (b) if it finds that the agree-

:lnn_t.dogenotmthenquium;;t:h:fcrcﬁonzsl.in-

uding regulations prescribed mmission pur-
suant to section 251, or the standards set forth in sub-

(:sc)ction (d) of this section. N

PRESERVATION OF AUTHORITY.—Notwithstanding para-
g‘:ﬁh(z).butsubjmtoueﬁonm.no&inginthnucﬁon
g ibit a State commission from establishing or enforc-
ing uirements of State law in its review of an agree-
ment, including requiring compliance with intrastate tele-
communications service quality standards or requirements.

(4) SCHEDULE FOR DECISION.—If the State commission does

-not act to 8 or reject the agreement within 90 days after

submission by the parties of an agreement adopted by negotia-
gﬁ;n&n&gu@fm(a),orﬁﬁh%d:;s&rhon

parties of an agresment adopted itration under
subsection (b), the agreement shall be deemed approved. No
State court shall have jurisdiction to review the action of a

¥



State commission in approving or rejecting an agreement

under this section.

(5) COMMISSION TO ACT IF STATE WILL NOT ACT.—If a State
commission fails to act to carry out its responsibility under this
section in any or other matter under this section,
then the Commumn issue an order preempting the State
commission's jurisdiction of that proceeding or matter within
90 days after being notified (or taking notice) of such failure,
and shall assume the responsibility of the State commission
underthuucuonwithr-paamthepmedmgormmrmd
act for the State commission

(6) REVIEW OF STATE COMMISSION ACTIONS.~In & case in

.wh;chaSuufamwactud-uibodmpumph(S) the

proceeding by the Commission under such and any
judicial review of the Commission’s mm&eexdu-
sive remedies for a State commission’s failure to act. In any
case in which a State commission makes 2 determination

may b an action in an Federal district court to
determine whether or statement meets the re-
ents of section 251 and this section.

( S‘(ri\)u&m!ﬁorG_?aurAvmmm—

may
cne e s St e e f S e
conditions that mlg offers within that
Sau:oeomplyvtth m::imu section 251 and the
thummn. and the standards applicable under

(2) STATE COMMISSION REVIEW.—A State commission may
oot approve such statement uniess such statement complies
x‘thsubﬁm(d)ufthnmmmzslgtheng-

tions nundcrEtaptu;uwuhdmnchon nothmg
@@M@MM&MM&O



(g) CONSOLIDATION OF STATE PROCEEDINGS.—Where not incon-
sistent with the requirements of this Act. 2 State commission may,
to the extent practical, consolidate proceedings under sections
214(e), 251(f), 253, and this section in order to reduce administra-
tive burdens on telecommunications carriers, other parties to the

proceedings, and the State commission in carrying out its respon-
sxbtlmes under this Act.

(h) FILING REQUIRED.~A State commisgion shall make a copy
of each agreement approved under subsection (e) and each state-
ment approved under subsection (f) available for public inspection
and copying within 10 days after the agreement or statement is ap-
proved. The State commission may charge a reasonable and non-
discriminatory fee to the parties to the agreement or to the party
filing the statement tomrthemaf:ppmmgandﬁhng:uch
agreement or statement.

(i) AVAILABLILITY TO OTHER TELECOIKUNICATIONS CARRIERS.—

A local exchange carrier shall make available any interconnection,
service, or network element provided under an agreement approved
under this section to which it is a party to any other requesting
telecommunications carrier upon the same terms and conditions as
those provided in the agreement.

(j) DEFINTTION OF INCUMBENT LOCAL EXCHANGE CARRIER.—For
purposes of this section, the term “incumbent local exchange car-
rier” has the meaning provided in section 251(h).
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IN THE UNITED STATES COURT OF APPEALS
FOR THE EIGHTH CIRCUIT

GTE Service Corporation, GTE Alaska
Incorporated, GTE Arkansas [ncorporated,
GTE California Incorporated, GTE Florida
Incorporated, GTE Midwest Incorporated,
GTE South Incorporated, GTE Southwest
Incorporated, GTE North Incorporated,

GTE Northwest Incorporated, GTE Hawaiian
Telephone Company Incorporated, GTE West
Coast Incorporated, Contel of California, Inc.,
Contel of Minnesota, Inc. and Contel of the
South, Inc.

Case No.
(DC Circuit Case No. 96-1319)
(Consolidated with Case No. 96-3321)

Petitioners,
v.

Federal Communications Commission and
United States of America,

Respondents.

K/vvvvvvvvvvvvvvvvvvvv

SUPPLEMENTAL AFFIDAVIT OF DENNIS B, TRIMBLE -

STATE OF TEXAS §
| §
COUNTY OF DALLAS §
Dennis B. Trimble, being duly sworn according to law, states as follows:

1. My name is Dennis B. Trimble and I am the Assistant Vice President - Marketing

Service (Acting) for GTE Telephéne Operations ("GTE" or "the Company"). In that capacity |

?



2

am responsible .for. among other matters, analyzing the demand characteristics of GTE's
regulated product offerings and developing costs, prices and associated tariff filings for all of
GTE's regulated services, inclusive of tariff filing activity with the FCC.

2. [ have over 20 years experience with GTE. During this time I have held various
positions throughout the Company, almost all related to demand analysis, market research,
forecasting, and/or the pricing of regulated telecommunication services. [ havea B.A. in
Business (1970) and an M.B.A. (1973) both from Washington State University. In 1972, 1
became an Assistant Professor at the University of Idaho, where I taught courses in statistics,
operations research and decision theory. From 1973 through 1976, I completed course work
toward a Ph.D. degree in Business at the University of Washington, majoring in quantitative
_ ‘methods with minors in computer science, research methods, and economics.

3. I have reviewed in detail the Federal Communications Commission's ("FCC™)
First Report and Order in CC Docket No. 96-98 which was issued on August 8, 1996. Among
other things, the First Report and Order establishes (at 11 789-827) default proxy ceiling prices
that are to be used after an ubiﬁation proceeding as the price for unbundled network elements
unless a state regulatory agency has completed its review of studies that comport to the FCC's
prescribed, new costing methodology.

4, I previously provided an affidavit (Original Trimble Affidavir) that was attached
to the Joint Motion of GTE C:':rporation and the Southern New England Telephone Compmy for
Stay Pending Judicial Rev_i.ew filed with the FCC ("GTE/SNET FCC Motion"). The Original

Trimble Affidavit had two main purposes: (i) to describe the GTE cost studies submitted in a



3
Florida Public Service Commission ("FPSC") proceeding that were used by the FCC in

developing a proxy for the outcome of a study conducted according to its new cost methodology;
and (i) to compare the forward-looking cost studies typically prepared by GTE with the new,
forward-looking costing methodology required by the First Report and Order. To recap that
discussion, GTE's forward-looking cost studies use a Total Service Long Run Incremental Cost
("TSLRIC") methodology. The First Report and Order requires use (at 19 672-703) of a
methodology the FCC calls Total Element Long Run Incremental Cost ("TELRIC"). The
primary difference lies in the allocation of common costs that cannot be directly assigned to a
particular service or network element. GTE's methodology would assign all common costs to
various services during the pricing process, using a method based on the market-allowed
contribution levels. The FCC's methodology assigns as much of the common costs as possible to
. each network element if there is any possible feasonable relationship that can be used for
assignment. For the remaining costs for which a reasonable relationship simply does not exist
(e.g., the company president's salary), the First Report and Order describes (at 19 694~699)_a
pricing development procedure using "reasonable” allocation methodologies (e.g., uniform
percent markup).

- S. The Original Trimble Affidavit demonstrated that the FCC's reliance upon the
GTE Florida study output as a reasonable approximation of the cost estimates that would be
produced by a study conducte;i using the new FCC methodology was flawed. It further showed

that the result of a cost study based on the FCC methodology will be higher than that of the GTE

>
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study because a greater améunt of common costs are assignéd in the costing process, rather than

in the pricing process. Yet inexplicably, the FCC's proxy price ceilings are set substantially

lower than either the purely incremental costs produced by GTE's methodology (that do not

. include common costs), or those incremental costs adopted by the FPSC that allowed a very
small allocation of common costs.

6. The three purposes of this supplemental affidavit are: (i) to discuss the serious
flaws in the FCC's loop proxy price development process; (ii) to compare the results of cost
studies prepared using the FCC's prescribed methodology that GTE has completed during the

- period following the filing of the GTE/SNET FCC Motion with the FCC's mandatory proxy price
ceilings; and (iii) to compare the revenues that would be obtainec_i using the FCC's proxy prices

~ from an average residence or business service in GTE's California service area to both the |

revenues generated from 'elements_ priced at TELRIC and to current average per line revenues.

As the attached Exhibits 1 and 2 demonstrate, when GTE adheres to the FCC's prescribed costing

methodology, the costs that result are much higher than the mandatory proxy ceiling prices.

Specifically, GTE's loop costs average at least_SQ percent larger than the FCC's ceiling price. As

described following, this result is not startling because the FCC based its statewide average loop
proxy price calculations on inputs that do not represent actual statewide average loop costs.

A GTE's unbundled end office switching costs average at least two-and-a-half times the FCC's
price ceiling of $0.004 per mix;utc, even when all possible switching features and functions are

not included. Moreover, as Exhibit 3 shows, when GTE compares the revenues that would be

»



5
obtained from th-c FCC's proxy prices to either the revenues from elements priced at the
TELRICs computed l?y GTE or to current revenues per line, it is clear that a large gap exists. It
is also obvious that the effective discount from the equivalent retail service price using the FCC
proxy prices is much larger than the discount ceiling established by the FCC for resold services.

7. The First Report and Order specified (at § 744) that the rate for unbundled local
loops be a flat, per-month charge. Further, the FCC specified (at T 794, Appendix D) the
statewide average ceiling price that a state regulatory agency could adopt in an arbitration
proceeding unless the state commission had completed its review of cost studies that comport to
the FCC methodology.

8. The FCC's derivation of loop proxy prices is seriously flawed and cannot in any
way be portrayed as representative of GTE's loop costs. The FCC used three sets of 6 nuxhbcrs
(or 18 numbers in total) to calculate the loop proxy price. First, the FCC used the loop prices
adopted by 6 staté commissions (Colorado, Connecticut, Florida, Illinois, Michigan, Oregon).
GTE does not operate in two of those states, and the state agency decisions in three of the four

other states involved only the regional Bell Operating Company ("BOC"). The FCC's use of

prices developed for BOC serving areas is surprising on its face, because the First Report and

Order (at n.1877) recognized that there "is a strong (negative) correlation between population

density and the loop costs.” (This simply means that the higher the population density, the lower
the cost, and the lower the population density, the higher the cost.) Because BOC serving areas

are far more densely populated that GTE's serving areas, this alone seriously understates the

b4
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proxy price that .would be répresentative for GTE. Moreover, the involved state commissions did
not rely upon cost study methodologies that were anywhere close to the FCC's prescribed
methodology. |

9. Second, the FCC used the results of two cost models, the Benchmark Cost Model
(BCM) and the Hatfield 2.2 model for the same 6 states. This is also surprising because the First
Report and Order admits (at T 835) that both of these models "were submitted too late in this
proceeding for the Commission and parties to evaluate them fully." And, GTE's preliminary
evaluations of each model reveals that both systematically produce absurdly low cost estimates.
The BCM model does not contain the service drop (the wire from the end of the cable to the
customer premises) or other vital loop cost components (e.g., cross-connects, splice pedestal
~ terminals, splicing). GTE has already described the numerous shortcomings of the Hatfield 2.2 |
- model, including the fact that it understates loo.p cc;sts by at least $8 per loop. (See First Report

and Order at Y 831)

10.  Third, the FCC used these 18 numbers in an extremely simplistic calculation
methodology. It calculated a proxy price by averaging the results of two calculations for each
state and increasing that average by 5 percent. The two calculations were the result of
multiplying the BCM and Hatfield 2.2 cost estimates by a so-called "scaling factor." The

“scaling factor" was derived by dividing the simple average of the 6 state commission prices by

the sum of the average of the BCM and the Hatfield 2.2 estimates for the same 6 states.



Mathematically, this is ex;;ressed as:
Proxy Price state § = ((Proxy Price geM for sae i + PTOXY Price yuieid 2.2 for sute i) divided by 2)
times 1.05, where
Proxy Price g for stae i = (BCM estimate for state i) times ((average of 6 state
prices) divided by (average of 6 state BCM estimates)), and
Proxy Price yafieid 2.2 for suate i = (Hatfield 2.2 estimate for state i) times ((average of 6
state prices) divided by (average of 6 state Hatfield 2.2 estimates})).

11.  Because the state commission prices were not representative of statewide
averages, and were in fact based predominately on BOC data, the FCC clearly erred in relying
upon those prices to compute statewide average proxy prices. Further, because both the BCM
'and Hatfield 2.2 models are fundamentally flawed and have not been rigorously review by the

FCC or by the parties subjected to the results of calculations based upon those models, the FCC
clearly erred in relying upon those cost estimates.

12.  GTE's TELRIC cost studies are based upon the methodology prescribed by th_c
First Report and Order (at 11 672-702). GTE first calculated the direct forward-looking cost-of
each network element. GTE then determined the common costs that could not be attributed to
any particular element or sub-group of elements. According to the FCC's methodology, these
latter costs are to be allocated to all network elements during the pricing process.

13.  Exhibit I shows the results of the GTE cost studies for loops in several states

where GTE serves a large number of customers. The cost developed using a TELRIC

?
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methodology av-crages Sg_pm_lm than the FCC's proxy ceiling price. This difference
clearly supports my conclusion in the Original Trimble Affidavit (at 1 9-14) that the FCC's loop
proxy price is arbitrar‘y and inappropriate because it is based upon a mixture of cost estimates for
only the bare incremental cost of a loop, rather than being based upon a TELRIC methodology.
Further, to assure a proper comparison, neither the proxy price nor the GTE TELRIC results
described above include any allocation of common costs as the FCC's own cost methodology
requires. Exhibit 2 also shows a comparison of the FCC proxy prices with the output of a new
version of the BCM, called BCM II. The BCM II was developed in response to various
criticisms of the BCM. Thus, BCM II should be more reflective of for?vard-looking loop costs

than BCM. In the ten GTE serving areas, the BCM II estimates are more than double the proxy

_ prices. This result also supports my conclusion that the FCC's loop proxy prices are woefully

low.

14.  The First Report and Order specified (at 1 412) that the unbundled local
switching network element is to include not only line-to-line and line-to-trunk "basic switching,”
but also all of the features, functions, and capabilities, such as a telephone number, directory
listing, dial tone, signalin‘g, and access to 911, operator services and directory assistance, all
vertical features including custom calling and CLASS features, Centrex, and any technically
feasible customized routing functions. The unbundled local switching rate structure is required
to include "a combination of a"flat-ratcd charge for line ports, which are dedicated to a single

new entrant, and either a flat-rate or per-minute usage charge for the switching matrix and for

trunk ports, which constitute shared facilities, best reflects the way costs for unbundled local
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switching are incurred." /d. at 1 810. Unless a state regulatory agency has completed its review
of cost studies that comport with the FCC's costing methodology, state agencies are required (/d.
at 71 815) to set the rate for unbundled local switching "so that the sum of the flat-rated charge for
line ports and the product of the projected minutes of use per port and the usage-sensitive charges
for switching and trunk ports, all divided by the projected minutes of use, does not exceed 0.4
cents ($0.004) per minute of use and is not lower than 0.2 cents ($0.002) per minute of use."

15.  Exhibit 2 compares the FCC's proxy price for unbundled local switching to the
results of cost studies prepared by GTE using the FCC's TELRIC methodology. Shown are
GTE's cost estimates for three end office switching cost elements for a number of states where
GTE serves a large number of customers. Those elements are: (i) a per minute cost to switch a
,‘call; (i1) a per line per month cost for the nﬁri-usage sensitive components of a switch (e.g., line
card); and (iii) a per line per montﬁ cost for a representative feature package. The coét element
of a per line, per month cost for the feature package was chosen to comply with the FCC's
mandate that a rate structure recover costs "in a manner that efficiently apportions costs among
users.” First Report and Order at 1 755. It is yery important to note that the feature package
selected for illustrative purposes does not include all of the features, functions and capabilities
that a switch may be capable of providing. The package selected includes only many of the most
commonly usgd features (e.g., Call Waiting, Emergency Bureau Access, Speed Calling, Time of
Day Routing). Also not included in any of the three cost estimates in Exhibit 2 are the costs
associated with a directory listing or the more esoteric switch features such as customized routing

?
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and Meet-Me C:Jnferencc Bﬁdging. The feature package used in calculating the cost for two
states shown in Exhibit 2, Ohio and Wisconsin, did include additional, more advanced features,
just to show the potex‘uial cost impact on a per minute basis.

16.  To provide a logical comparison, GTE converted the two per line, per month cost
elements into an equivalent per minute cost by dividing by the average switched minutes of use
per month, including minutes associated with both local and long distance calls. The result of
this calculation is a composite TELRIC per minute cost that is three-and-a half times the FCC's
upper price ceiling of $0.004, even when ignoring the two states with feature packages that
include extraordinary features. These results confirm my conclusion in the Original Trimble
Affidavit (at 19 17-20) that the FCC's local switching proxy price was based upon information
~ that estimated the incremental cost of linc-io-line or line-to-trunk basic switching, but did not, as
“the FCC's own methodology requires, include either the costs related to other switch _features and

functions, or common costs. _

17.  Exhibit 3 compares the FCC's proxy price for a combination of unbundled local
switching and an unbundled local loop (i.e., the reassembled equivalent of local service) to l;oth
the results of a GTE California ("GTEC") TELRIC study, and to current average revenues per
line in California. To prepare this comparison, GTE derived the average monthly usage per line,
including local and toll minutes of use, for an average of residence and business lines. This
average number of minutes was multiplied by the FCC's proxy price ceiling of $0.004 per
minute, and that switched _ﬁsage revenue amount was added to the flat rate components that

would also be needed to comprise reassembled local service (i.e., a local loop and a Network
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Interface Device, or "NID"j. GTE also derived the current revenues per line for an average of
California residence z_md business lines, including flat rate local charges, local and toll usage
charges, and vertical feature charges. When the unbundled network elements of switching, a
loop and a NID are combined to replicate local service, the revenues from those elements when
priced at the FCC's proxy rates are approximately half of GTEC's TELRIC for the combined
service (Exhibit 3, $18.88 compared to $36.35 per month). This comparison of price to cost
understates the shortfall, because by definition TELRIC does not include an allocation of
common costs. Further, the FCC's proxy prices would provide new entrants with approximately
a 60 percent discount off GTEC's current average retail revenue per line in California (Exhibit 3,
$18.88 compared to $46.31 per month). Clearly neither the FCC proxy price nor the TELRIC
methodology come anywhere close to providing revenues that cover GTE's cost of providing |
service.

18.  Moreover, the 60 percent discount that results from the FCC proxy price cannot
be squared with the FCC's interim wholesale rates. Section 51.611 of the FCC's rules rcquire_s_
that resale discounts should be "no more than 25 percent.” Thus, the FCC's proposed
requirements for its two pricing mechanisms (resale and unbundling) are totally inconsistent.
The potential discount is significantly below the Company's costs and would result in GTE
subsidizing competitive entry.

19.  Based upon my review of the FCC's First Report and Order and the results of
studies GTE has conducted'using the FCC's own costing methodology, | am convinced that the

FCC's proxy price ceilings for unbundled loops and local switching are significantly below the
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cost of providing those network elements, and in absolute conflict with §§ 51.319(c)(1)(C),

51.503 and 51.505 of the FCC's rules.

The affiant says nothing further.

L) R e

Dennis B. Trimble

Subscribed and swom to
before me this 15th day of
September, 1996.

Notary Public
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